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agency may incorporate into the agree-
ment that reimbursement for the addi-
tional audit costs incurred by the agen-
cy will either be withheld from future
Federal financial assistance awards or
by other means.

(2) Recipients must establish a sys-
tem for:

(i) Assuring that subrecipients meet
the requirements of the regulations in
this part.

(if) Evaluating the acceptability of
subrecipient audits.

(iii) Following up on results of sub-
recipient audits.

(3) Recipients must ensure that sub-
recipient reports are transmitted by
the subrecipient to the recipient. These
reports shall not be routinely trans-
mitted to USDA. Instead, the recipient
shall retain all subrecipient audit re-
ports on file as required by appendix A
of this part and make them available
to the awarding agency, OIG, GAO offi-
cials, or their designees, upon request.

(4) Take appropriate action on sub-
recipient audits and incorporate the re-
sults of these audits into their finan-
cial records and related reports. Ques-
tioned costs at the subrecipient level
may be contingent liabilities as far as
the recipient is concerned and should
be reported as such, when appropriate.

(5) Each recipient shall establish a
systematic method to assure timely
and appropriate resolution of audit
findings and recommendations.

APPENDIX A TO PART 3051—OMB CIR-
CULAR A-133, AUDITS OF INSTITUTIONS
OF HIGHER EDUCATION AND OTHER
NONPROFIT INSTITUTIONS

[OBM Circular No. A-133]

To the Heads of Executive Departments and
Establishments

Subject: Audits of Institutions of Higher
Education and Other Nonprofit Institu-
tions

1. Purpose. Circular A-133 establishes audit
requirements and defines Federal respon-
sibilities for implementing and monitoring
such requirements for institutions of higher
education and other nonprofit institutions
receiving Federal awards.

2. Authority. Circular A-133 is issued under
the authority of the Budget and Accounting
Act of 1921, as amended; the Budget and Ac-
counting Procedures Act of 1950, as amended;
Reorganization Plan No. 2 of 1970; and Execu-
tive Order No. 11541.

7 CFR Ch. XXX (1-1-97 Edition)

3. Supersession. Circular A-133 supersedes
Attachment F, subparagraph 2h, of Circular
A-110, “‘Uniform Administrative Require-
ments for Grants and other Agreements with
Institutions of Higher Education, Hospitals,
and other Nonprofit Organizations.”

4. Applicability. The provisions of Circular
A-133 apply to:

a. Federal departments and agencies re-
sponsible for administering programs that
involve grants, cost-type contracts and other
agreements with institutions of higher edu-
cation and other nonprofit recipients.

b. Nonprofit institutions, whether they are
recipients, receiving awards directly from
Federal agencies, or are sub-recipients, re-
ceiving awards indirectly through other re-
cipients.

These principles, to the extent permitted
by law, constitute guidance to be applied by
agencies consistent with and within the dis-
cretion, conferred by the statutes governing
agency action.

5. Requirements and Responsibilities.

The specific requirements and responsibil-
ities of Federal departments and agencies
and institutions of higher education and
other nonprofit institutions are set forth in
the attachment.

6. Effective Date. The provisions of Circular
A-133 are effective upon publication and
shall apply to audits of nonprofit institu-
tions for fiscal years that begin on or after
January 1, 1990. Earlier implementation is
encouraged. However, until this Circular is
implemented, the audit provisions of Attach-
ment F to Circular A-110 shall continue to be
observed.

7. Policy Review (Sunset) Date. Circular A-
133 will have a policy review three years
from the date of issuance.

8. Inquiries. Further information concern-
ing Circular A-133 may be obtained by con-
tacting the Financial Management Division,
Office of Management and Budget, Washing-
ton, DC 20503, telephone (202) 395-3993.

Richard G. Darman,
Director.

[OMB Circular A-133]

AUDITS OF INSTITUTIONS OF HIGHER EDU-
CATION AND OTHER NONPROFIT INSTITUTIONS

Attachment

1. Definitions. For the purposes of this Cir-
cular, the following definitions apply:

a. “Award” means financial assistance,
and Federal cost-type contracts used to buy
services or goods for the use of the Federal
Government. It includes awards received di-
rectly from the Federal agencies or indi-
rectly through recipients. It does not include
procurement contracts to vendors under
grants or contracts, used to buy goods or
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services. Audits of such vendors shall be cov-
ered by the terms and conditions of the con-
tract.

b. ‘““Cognizant agency’” means the Federal
agency assigned by the Office of Manage-
ment and Budget to carry out the respon-
sibilities described in paragraph 3 of this At-
tachment.

c. ‘““Coordinated audit approach’” means an
audit wherein the independent auditor, and
other Federal and non-federal auditors con-
sider each other’s work, in determining the
nature, timing, and extent of his or her own
auditing procedures. A coordinated audit
must be conducted in accordance with Gov-
ernment Auditing Standards and meet the ob-
jectives and reporting requirements set forth
in paragraph 12(b) and 15, respectively, of
this Attachment. The objective of the co-
ordinated audit approach is to minimize du-
plication of audit effort, but not to limit the
scope of the audit work so as to preclude the
independent auditor from meeting the objec-
tives set forth in paragraph 12(b) or issuing
the reports required in paragraph 15 in a
timely manner.

d. “Federal agency’ has the same meaning
as the term ‘agency’ in Section 551(1) of Title
5, United States Code.

e. ““Federal Financial Assistance.”

(1) ““Federal financial assistance’” means
assistance provided by a Federal agency to a
recipient or sub-recipient to carry out a pro-
gram. Such assistance may be in the form of:

—grants;

—contracts;

—cooperative agreements;
—Iloans;

—Iloan guarantees;
—property;

—interest subsidies;
—insurance;

—direct appropriations;
—other non-cash assistance.

(2) Such assistance does not include direct
Federal cash assistance to individuals.

(3) Such assistance includes awards re-
ceived directly from Federal agencies, or in-
directly when sub-recipients receive funds
identified as Federal funds by recipients.

(4) The granting agency is responsible for
identifying the source of funds awarded to
recipients; the recipient is responsible for
identifying the source of funds awarded to
sub-recipients.

f. “Generally accepted accounting prin-
ciples” has the meaning specified in the Gov-
ernment Auditing Standards.

g. “Independent auditor’” means:

(1) A Federal, State, or local government
auditor who meets the standards specified in
the Government Auditing Standards; or

(2) A public accountant who meets such
standards.
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h. “Internal control structure’” means the
policies and procedures established to pro-
vide reasonable assurance that:

(1) Resource use is consistent with laws,
regulations, and award terms;

(2) Resources are safeguarded against
waste, loss, and misuse; and

(3) Reliable data are obtained, maintained,
and fairly disclosed in reports.

i. ““Major program’” means an individual
award or a number of awards in a category of
Federal assistance or support for which total
expenditures are the larger of three percent
of total Federal funds expended or $100,000,
on which the auditor will be required to ex-
press an opinion as to whether the major
program is being administered in compliance
with laws and regulations.

Each of the following categories of Federal
awards shall constitute a major program
where total expenditures are the larger of
three percent of total Federal funds ex-
pended or $100,000:

—Research and Development.

—Student Financial Aid.

—Individual awards not in the student aid or
research and development category.

j. “Management decision’” means the eval-
uation by the management of an establish-
ment of the findings and recommendations
included in an audit report and the issuance
of a final decision by management concern-
ing its response to such findings and rec-
ommendations, including actions concluded
to be necessary.

k. “Nonprofit institution”” means any cor-
poration, trust, association, cooperative or
other organization which 1) is operated pri-
marily for scientific, educational, service,
charitable, or similar purposes in the public
interest; 2) is not organized primarily for
profit; and 3) uses its net proceeds to main-
tain, improve, and/or expand its operations.
The term “‘nonprofit institutions” includes
institutions of higher education, except
those institutions that are audited as part of
single audits in accordance with Circular A-
128 “*Audits of State and Local Govern-
ments.” The term does not include hospitals
which are not affiliated with an institution
of higher education, or State and local gov-
ernments and Indian tribes covered by Cir-
cular A-128 ““Audits of State and Local Gov-
ernments.”’

I. “Oversight” agency means the Federal
agency that provides the predominant
amount of direct funding to a recipient not
assigned a cognizant agency, unless no direct
funding is received. Where there is no direct
funding, the Federal agency with the pre-
dominant indirect funding will assume the
general oversight responsibilities. The duties
of the oversight agency are described in
paragraph 4 of this Attachment.

m. ““Recipient’” means an organization re-
ceiving financial assistance to carry out a
program directly from Federal agencies.
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n. ‘“Research and development” includes
all research activities, both basic and ap-
plied, and all development activities that are
supported at universities, colleges, and other
nonprofit institutions. ‘““‘Research’ is defined
as a systematic study directed toward fuller
scientific knowledge or understanding of the
subject studied. ‘‘Development’” is the sys-
tematic use of knowledge and understanding
gained from research directed toward the
production of useful materials, devices, sys-
tems, or methods, including design and de-
velopment of prototypes and processes.

0. ““Student Financial Aid” includes those
programs of general student assistance in
which institutions participate, such as those
authorized by Title IV of the Higher Edu-
cation Act of 1965 which is administered by
the U.S. Department of Education and simi-
lar programs provided by other Federal agen-
cies. It does not include programs which pro-
vide fellowships or similar awards to stu-
dents on a competitive basis, or for specified
studies or research.

p. ‘“‘Sub-recipient’” means any person or
government department, agency, establish-
ment, or nonprofit organization that re-
ceives financial assistance to carry out a
program through a primary recipient or
other sub-recipient, but does not include an
individual that is a beneficiary of such a pro-
gram. A sub-recipient may also be a direct
recipient of Federal awards under other
agreements.

g. ““Vendor’” means an organization provid-
ing a recipient or sub-recipient with gen-
erally required goods or services that are re-
lated to the administrative support of the
Federal assistance program.

2. Audit of Nonprofit Institutions.

a. Requirements Based on Awards Received.

(1) Nonprofit institutions that receive
$100,000 or more a year in Federal awards
shall have an audit made in accordance with
the provisions of this Circular. However,
nonprofit institutions receiving $100,000 or
more but receiving awards under only one
program have the option of having an audit
of their institution prepared in accordance
with the provisions of the Circular or having
an audit made of the one program. For prior
or subsequent years, when an institution has
only loan guarantees or outstanding loans
that were made previously, the institution
may be required to conduct audits for those
programs, in accordance with regulations of
the Federal agencies providing those guaran-
tees or loans.

(2) Nonprofit institutions that receive at
least $25,000 but less than $100,000 a year in
Federal awards shall have an audit made in
accordance with this Circular or have an
audit made of each Federal award, in accord-
ance with Federal laws and regulations gov-
erning the programs in which they partici-
pate.

7 CFR Ch. XXX (1-1-97 Edition)

(3) Nonprofit institutions receiving less
than $25,000 a year in Federal awards are ex-
empt from Federal audit requirements, but
records must be available for review by ap-
propriate officials of the Federal grantor
agency or subgranting entity.

b. Oversight by Federal Agencies.

(1) To each of the larger nonprofit institu-
tions the Office of Management and Budget
(OMB) will assign a Federal agency as the
cognizant agency for monitoring audits and
ensuring the resolution of audit findings
that affect the programs of more than one
agency.

(2) Smaller institutions not assigned a cog-
nizant agency will be under the general over-
sight of the Federal agency that provides
them with the most funds.

(3) Assignments to Federal cognizant agen-
cies for carrying out responsibilities in this
section are set forth in a separate supple-
ment to this Circular.

(4) Federal Government-owned, contractor-
operated facilities at institutions or labora-
tories operated primarily for the Govern-
ment are not included in the cognizance as-
signments. These will remain the respon-
sibility of the contracting agencies. The list-
ed assignments cover all of the functions in
this Circular unless otherwise indicated. The
Office of Management and Budget will co-
ordinate changes in agency assignments.

3. Cognizant Agency Responsibilities. A cog-
nizant agency shall:

a. Ensure that audit are made and reports
are received in a timely manner and in ac-
cordance with the requirements of this Cir-
cular.

b. Provide technical advice and liaison to
institutions and independent auditors.

c. Obtain or make quality control reviews
of selected audits made by non-Federal audit
organizations, and provide the results, when
appropriate, to other interested organiza-
tions.

d. Promptly inform other affected Federal
agencies and appropriate Federal law en-
forcement officials of any reported illegal
acts or irregularities. A cognizant agency
should also inform State or local law en-
forcement and prosecuting authorities, if not
advised by the recipient, of any violation of
law within their jurisdiction.

e. Advise the recipient of audits that have
been found not to have met the requirements
set forth in this Circular. In such instances,
the recipient will work with the auditor to
take corrective action. If corrective action is
not taken, the cognizant agency shall notify
the recipient and Federal awarding agencies
of the facts and make recommendations for
follow-up action. Major inadequacies or re-
petitive substandard performance of inde-
pendent auditors shall be referred to appro-
priate professional bodies for disciplinary ac-
tion.
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f. Coordinate, to the extent practicable,
audits or reviews made for Federal agencies
that are in addition to the audits made pur-
suant to this Circular, so that the additional
audits or reviews build upon audits per-
formed in accordance with the Circular.

g. Ensure the resolution of audit findings
that affect the programs of more than one
agency.

h. Seek the views of other interested agen-
cies before completing a coordinated pro-
gram.

i. Help coordinate the audit work and re-
porting responsibilities among independent
public accountants, State auditors, and both
resident and non-resident Federal auditors
to achieve the most cost-effective audit.

4. Oversight Agency Responsibilities. An over-
sight agency shall provide technical advice
and counsel to institutions and independent
auditors when requested by the recipient.
The oversight agency may assume all or
some of the responsibilities normally per-
formed by a cognizant agency.

5. Recipient Responsibilities. A recipient that
receives a Federal award and provides $25,000
or more of it during its fiscal year to a sub-
recipient shall:

a. Ensure that the nonprofit institution
sub-recipients that receive $25,000 or more
have met the audit requirements of this Cir-
cular, and that sub-recipients subject to
OMB Circular A-128 have met the audit re-
quirements of that Circular;

b. Ensure that appropriate corrective ac-
tion is taken within six months after receipt
of the sub-recipient audit report in instances
of noncompliance with Federal laws and reg-
ulations;

c. Consider whether sub-recipient audits
necessitate adjustment of the recipient’s
own records; and

d. Require each sub-recipient to permit
independent auditors to have access to the
records and financial statements as nec-
essary for the recipient to comply with this
Circular.

6. Relation to Other Audit Requirements.

a. An audit made in accordance with this
Circular shall be in lieu of any financial
audit required under individual Federal
awards. To the extent that an audit made in
accordance with this Circular provides Fed-
eral agencies with the information and as-
surances they need to carry out their overall
responsibilities, they shall rely upon and use
such information. However, a Federal agency
shall make any additional audits or reviews
necessary to carry out responsibilities under
Federal law and regulation. Any additional
Federal audits or reviews shall be planned
and carried out in such a way as to build
upon work performed by the independent
auditor.

b. Audit planning by Federal audit agen-
cies should consider the extent to which reli-
ance can be placed upon work performed by
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other auditors. Such auditors include State,
local, Federal, and other independent audi-
tors, and a recipient’s internal auditors. Re-
liance placed upon the work of other audi-
tors should be documented and in accordance
with Government Auditing Standards.

c. The provisions of this Circular do not
limit the authority of Federal agencies to
make or contract for audits and evaluations
of Federal awards, nor do they limit the au-
thority of any Federal agency Inspector Gen-
eral or other Federal official.

d. The provisions of this Circular do not
authorize any institution or sub-recipient
thereof to constrain Federal agencies, in any
manner, from carrying out additional audits,
evaluations or reviews.

e. A Federal agency that makes or con-
tracts for audits, in addition to the audits
made by recipients pursuant to this Circular,
shall, consistent with other applicable laws
and regulations, arrange for funding the cost
of such additional audits. Such additional
audits or reviews include financial, perform-
ance audits and program evaluations.

7. Frequency of Audit. Audits shall usually
be performed annually but not less fre-
quently than every two years.

8. Sanctions. No audit costs may be charged
to Federal awards when audits required by
this Circular have not been made or have
been made but not in accordance with this
Circular. In cases of continued inability or
unwillingness to have a proper audit in ac-
cordance with the Circular, Federal agencies
must consider appropriate sanctions includ-
ing:

—withholding a percentage of awards until
the audit is completed satisfactorily;

—withholding or disallowing overhead costs;
or

—suspending Federal awards until the audit
is made.

9. Audit Costs. The cost of audits made in
accordance with the provisions of this Cir-
cular are allowable charges to Federal
awards. The charges may be considered a di-
rect cost or an allocated indirect cost, deter-
mined in accordance with the provisions of
Circular A-21, ““Cost Principles for Univer-
sities’ or Circular A-122, ‘““Cost Principles
for Nonprofit Organizations,”” FAR subpart
31, or other applicable cost principles or reg-
ulations.

10. Auditor Selection. In arranging for audit
services institutions shall follow the pro-
curement standards prescribed by Circular
A-110, ““Uniform Requirements for Grants
and Agreements with Institutions of Higher
Education, Hospital and other Nonprofit Or-
ganizations.”’

11. Small and Minority Audit Firms.

a. Small audit firms and audit firms owned
and controlled by socially and economically
disadvantaged individuals shall have the
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maximum practicable opportunity to par-
ticipate in contracts awarded to fulfill the
requirements of this Circular.

b. Recipients of Federal awards shall take
the following steps to further this goal:

(1) Ensure that small audit firms and audit
firms owned and controlled by socially and
economically disadvantaged individuals are
used to the fullest extent practicable;

(2) Make information on forthcoming op-
portunities available and arrange time-
frames for the audit to encourage and facili-
tate participation by small audit firms and
audit firms owned and controlled by socially
and economically disadvantaged individuals;

(3) Consider in the contract process wheth-
er firms competing for larger audits intend
to subcontract with small audit firms and
audit firms owned and controlled by socially
and economically disadvantaged individuals;

(4) Encourage contracting with small audit
firms or audit firms owned and controlled by
socially and economically disadvantaged in-
dividuals which have traditionally audited
government programs, and in cases where
this is not possible, assure that these firms
are given consideration for audit sub-
contracting opportunities;

(5) Encourage contracting with consor-
tiums of small audit firms as described in
section (1), above, when a contract is too
large for an individual small audit firm or
audit firm owned and controlled by socially
and economically disadvantaged individuals;
and

(6) Use the services and assistance, as ap-
propriate, of such organizations as the Small
Business Administration in the solicitation
and utilization of small audit firms or audit
firms owned and controlled by socially and
economically disadvantaged individuals.

12. Scope of Audit and Audit Objectives.

a. The audit shall be made by an independ-
ent auditor in accordance with Government
Auditing Standards developed by the Comp-
troller General of the United States covering
financial audits. An audit under this Cir-
cular should be an organization-wide audit of
the institution. However, there may be in-
stances where Federal auditors are perform-
ing audits or are planning to perform audits
at nonprofit institutions. In these cases, to
minimize duplication of audit work, a co-
ordinated audit approach may be agreed
upon between the independent auditor, the
recipient and the cognizant agency or the
oversight agency. Those auditors who as-
sume responsibility for any or all of the re-
ports called for by paragraph 15 should fol-
low guidance set forth in Government Audit-
ing Standards in using work performed by
others.

b. The auditor shall determine whether:

(1) The financial statements of the institu-
tion present fairly its financial position and
the results of its operations in accordance
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with generally accepted accounting prin-
ciples;

(2) The institution has an internal control
structure to provide reasonable assurance
that the institution is managing Federal
awards in compliance with applicable laws
and regulations, and controls that ensure
compliance with the laws and regulations
that could have a material impact on the fi-
nancial statements; and

(3) The institution has complied with laws
and regulations that may have a direct and
material effect on its financial statement
amounts and on each major Federal pro-
gram.

13. Internal Controls Over Federal Awards;
Compliance Reviews.

a. General. The independent auditor shall
determine and report on whether the recipi-
ent has an internal control structure to pro-
vide reasonable assurance that it is manag-
ing Federal awards in compliance with appli-
cable laws, regulations, and contract terms,
and that it safeguards Federal funds. In per-
forming these reviews, independent auditors
should rely upon work performed by a recipi-
ent’s internal auditors to the maximum ex-
tent possible. The extent of such reliance
should be based upon the Government Audit-
ing Standards.

b. Internal Control Review.

(1) In order to provide this assurance on in-
ternal controls, the auditor must obtain an
understanding of the internal control struc-
ture and assess levels of internal control
risk. After obtaining an understanding of the
controls, the assessment must be made
whether or not the auditor intends to place
reliance on the internal control structure.

(2) As part of this review, the auditor shall:

(a) Perform tests of controls to evaluate
the effectiveness of the design and operation
of the policies and procedures in preventing
or detecting material noncompliance. Tests
of controls will not be required for those
areas where the internal control structure
policies and procedures are likely to be inef-
fective in preventing or detecting non-
compliance, in which case a reportable con-
dition or a material weakness should be re-
ported in accordance with paragraph 15 c(2)
of this Circular.

(b) Review the recipient’s system for mon-
itoring sub-recipients and obtaining and act-
ing on sub-recipient audit reports.

(c) Determine whether controls are in ef-
fect to ensure direct and indirect costs were
computed and billed in accordance with the
guidance provided in the general require-
ments section of the compliance supplement
to this Circular.

c. Compliance Review.

(1) The auditor shall determine whether
the recipient has complied with laws and
regulations that may have a direct and ma-
terial effect on any of its major Federal pro-
grams. In addition, transactions selected for
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non-major programs shall be tested for com-
pliance with Federal laws and regulations
that apply to such transactions.

(2) In order to determine which major pro-
grams are to be tested for compliance, re-
cipients shall identify, in their accounts, all
Federal funds received and expended and the
programs under which they were received.
This shall include funds received directly
from Federal agencies, through other State
and local governments or other recipients.
To assist recipients in identifying Federal
awards, Federal agencies and primary recipi-
ents shall provide the Catalog of Federal Do-
mestic Assistance (CFDA) numbers to the re-
cipients when making the awards.

(3) The review must include the selection
of an adequate number of transactions from
each major Federal financial assistance pro-
gram so that the auditor obtains sufficient
evidence to support the opinion on compli-
ance required by paragraph 15c(3) of this At-
tachment. The selection and testing of trans-
actions shall be based on the auditors’ pro-
fessional judgment considering such factors
as the amount of expenditures for the pro-
gram; the newness of the program or changes
in its conditions; prior experience with the
program particularly as revealed in audits
and other evaluations (e.g., inspections, pro-
gram reviews, or system reviews required by
Federal Acquisition Regulations); the extent
to which the program is carried out through
sub-recipients; the extent to which the pro-
gram contracts for goods or services; the
level to which the program is already subject
to program reviews or other forms of inde-
pendent oversight; the adequacy of the con-
trols for ensuring compliance; the expecta-
tion of adherence or lack of adherence to the
applicable laws and regulations; and the po-
tential impact of adverse findings.

(4) In making the test of transactions, the
auditor shall determine whether:

—the amounts reported as expenditures were
for allowable services, and

—the records show that those who received
services or benefits were eligible to receive
them.

(5) In addition to transaction testing, the
auditor shall determine whether:

—matching requirements, levels of effort and
earmarking limitations were met,

—Federal financial reports and claims for
advances and reimbursement contain infor-
mation that is supported by books and
records from which the basic financial
statements have been prepared, and

—amounts claimed or used for matching
were determined in accordance with 1)
OMB Circular A-21, “Cost Principles for
Educational Institutions’; 2) matching or
cost sharing requirements in Circular A-
110, ““Uniform Requirements for Grants and
Agreements with Institutions of Higher
Education, Hospitals and Other Nonprofit
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Organizations’’; 3) Circular A-122, ‘“‘Cost
Principles for Nonprofit Organizations’’; 4)
FAR subpart 31 cost principles; and 5)
other applicable cost principles or regula-
tions.

(6) The principal compliance requirements
of the largest Federal programs may be
ascertained by referring to the ‘“‘Compliance
Supplement for Single Audits of Educational In-
stitutions and Other Nonprofit Organizations,”
and the ““Compliance Supplement for Single Au-
dits of State and Local Governments,” issued
by OMB and available from the Government
Printing Office. For those programs not cov-
ered in the Compliance Supplements, the
auditor should ascertain compliance require-
ments by reviewing the statutes, regula-
tions, and agreements governing individual
programs.

(7) Transactions related to other awards
that are selected in connection with exami-
nations of financial statements and evalua-
tions of internal controls shall be tested for
compliance with Federal laws and regula-
tions that apply to such transactions.

14. Illegal Acts. If, during or in connection
with the audit of a nonprofit institution, the
auditor becomes aware of illegal acts, such
acts shall be reported in accordance with the
provisions of the Government Auditing Stand-
ards.

15. Audit Reports.

a. Audit reports must be prepared at the
completion of the audit.

b. The audit report shall state that the
audit was made in accordance with the pro-
visions of this Circular.

c. The report shall be made up of at least
the following three parts:

(1) The financial statements and a schedule
of Federal awards and the auditor’s report on
the statements and the schedule. The sched-
ule of Federal awards should identify major
programs and show the total expenditures
for each program. Individual major programs
other than Research and Development and
Student Aid should be listed by catalog num-
ber as identified in the Catalog of Federal Do-
mestic Assistance. Expenditures for Federal
programs other than major programs shall
be shown under the caption ‘“‘other Federal
assistance.” Also, the value of non-cash as-
sistance such as loan guarantees, food com-
modities or donated surplus properties or the
outstanding balance of loans should be dis-
closed in the schedule.

(2) A written report of the independent
auditor’s understanding of the internal con-
trol structure and the assessment of control
risk. The auditor’s report should include as a
minimum: 1) The scope of the work in ob-
taining understanding of the internal control
structure and in assessing the control risk,
2) the nonprofit institution’s significant in-
ternal controls or control structure includ-
ing the controls established to ensure com-
pliance with laws and regulations that have
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a material impact on the financial state-

ments and those that provide reasonable as-

surance that Federal awards are being man-
aged in compliance with applicable laws and
regulations, and 3) the reportable conditions,
including the identification of material
weaknesses, identified as a result of the
auditor’s work in understanding and assess-
ing the control risk. If the auditor limits his/
her consideration of the internal control
structure for any reason, the circumstances
should be disclosed in the report.

(3) The auditor’s report on compliance con-
taining:

—An opinion as to whether each major Fed-
eral program was being administered in
compliance with laws and regulations ap-
plicable to the matters described in para-
graph 13(c)(3) of this Attachment, includ-
ing compliance with laws and regulations
pertaining to financial reports and claims
for advances and reimbursements;

—A statement of positive assurance on those
items that were tested for compliance and
negative assurance on those items not
tested;

—Material findings of noncompliance pre-
sented in their proper perspective:

¢ The size of the universe in number of
items and dollars,

¢ The number and dollar amount of trans-
actions tested by the auditors,

¢ The number and corresponding dollar
amount of instances of noncompliance;

—Where findings are specific to a particular
Federal award, an identification of total
amounts questioned, if any, for each Fed-
eral award, as a result of noncompliance
and the auditor’s recommendations for
necessary corrective action.

c. The three parts of the audit report may
be bound into a single document, or pre-
sented at the same time as separate docu-
ments.

d. Nonmaterial findings need not be dis-
closed with the compliance report but should
be reported in writing to the recipient in a
separate communication. The recipient, in
turn, should forward the findings to the Fed-
eral grantor agencies or subgrantor sources.

e. All fraud or illegal acts or indications of
such acts, including all questioned costs
found as the result of these acts that audi-
tors become aware of, may be covered in a
separate written report submitted in accord-
ance with the Government Auditing Standards.

f. The auditor’s report should disclose the
status of known but uncorrected significant
material findings and recommendations from
prior audits that affect the current audit ob-
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jective as specified in the Government Audit-
ing Standards.

g. In additional to the audit report, the re-
cipient shall provide a report of its com-
ments on the findings and recommendations
in the report, including a plan for corrective
action taken or planned and comments on
the status of corrective action taken on
prior findings. If corrective action is not nec-
essary, a statement describing the reason it
is not should accompany the audit report.

h. Copies of the audit report shall be sub-
mitted in accordance with the reporting
standards for financial audits contained in
the Government Auditing Standards. Sub-re-
cipient auditors shall submit copies to re-
cipients that provided Federal awards. The
report shall be due within 30 days after the
completion of the audit, but the audit should
be completed and the report submitted not
later than 13 months after the end of the re-
cipient’s fiscal year unless a longer period is
agreed to with the cognizant or oversight
agency.

i. Recipients of more than $100,000 in Fed-
eral awards shall submit one copy of the
audit report within 30 days after issuance to
a central clearinghouse to be designated by
the Office of Management and Budget. The
clearinghouse will keep completed audit re-
ports on file.

j. Recipients shall keep audit reports, in-
cluding subrecipient reports, on file for three
years from their issuance.

16. Audit Resolution.

a. As provided in paragraph 3, the cog-
nizant agency shall be responsible for ensur-
ing the resolution of audit findings that af-
fect the programs of more than one Federal
agency. Resolution of findings that relate to
the programs of a single Federal agency will
be the responsibility of the recipient and the
agency. Alternative arrangements may be
made on case-by-case basis by agreement
among the agencies concerned.

b. A management decision shall be made
within six months after receipt of the report
by the Federal agencies responsible for audit
resolution. Corrective action should proceed
as rapidly as possible.

17. Audit  Workpapers and Reports.
Workpapers and reports shall be retained for
a minimum of three years from the date of
the audit report, unless the auditor is noti-
fied in writing by the cognizant agency to
extend the retention period. Audit
workpapers shall be made available upon re-
quest to the cognizant agency or its designee
or the General Accounting Office, at the
completion of the audit.
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